b

1

I

o

&

T Y

T T T
CM :)

T T T

-
—

ot
~
-

oD T

O'l/

r._w‘,:

Declassmed in Part - Sanitized Copy Approved for Release 2013/05/22 CIA-RDP78- 01617AOO2200120001 3

'\ % o , COPY NO. U

SEEREL @ A
R & &

L)O

WEEKLY SUMMARY

Number __5_8

15 JUL 1948

Documzent 5. © O©/ ) :
- B0 €67 is class. [ s

(Brocisrrid

lags. CLL7ID TDs T8 S ¢

F-‘ / > « L A L6, 4 Lpr 77
: Auth: DDA Foo, 7771763

‘ Datei O/-oz_.'78 Byg @/; 7

CENTRAL INTELLIGENCE AGENCY

| 50X1

Z/g:cl{wa! /?rmrti ' .

Bt b ¢é}~.\/4rm« & /?pcam{! a’*@:ﬁg/ mCHIVALm .

ity e U PLEASE RE%%E |
-4 paEncy ARCHIVERT

ecIaSS|f|ed in Part Sanitized Copy Approved for Release 2013/05/22 CIA-RDP78- 01617A002200120001 37



Declassified in Part - Sanitized Copy Approved for Release 2013/05/22 : CIA-RDP78-01617A002200120001-3 D

PR

(el

&

~ 1. This publication contains current intelligence exclusively

’ and therefore has not been coordinated with the intelli-

gence organizations of the departments of State, Army,
Navy, and Air Force. : :

2. This copy may be either retained, or destroyed by burning
in accordance with applicable security regulations, or
returned to the Central Intelligence Agency.

WARNING

This document contains information affecting the na-
tional defense of the United States within the meaning
of the Espionage Act, 50 U.S.C, 31 and 32, as amended.
Its transmission or the revelation of its contents in any
manner to an unauthorized person is prohibited by law.
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HIGHLIGEHTS

The attention of the Kremlin as well as the pon-So-
viet world continued to be focussed this week op the outcome
of the financial crisis in the UK (see page 2), The Kremlin,
hoping that the western world’s economie difficulties may

develop into the long-awaited coliapse of capitalism, may
delay further aggressive moves. Meanwhile, the nations of
Western Europe are hoping that talks between British and
US officials will point the way to a solution of their increas-
ingly crucial balance-of-payments and trade expansion prob-
lems,

Meanwhile, siatements by Marshal Tito, announcing
the closing of the Greek-Yugoslav border and implying that
the Trieste issue could be seftied by direct Yugoslav«ﬁmlmn
agreement, provide further indications that Tito’s deterior-
ating relations with the Kremlin are forcing him to look
for western political and economic support {see page 6).
Sharp falian reaction to the virtual incorporation of the
Yugoslav zone of Trieste into the Yugoslavy economy, how-
ever, will make it politically impossible in the immediate
fumre for the Ttalian Government o accept a commomﬁse
dwiﬂion of the Territory of ’fﬁ‘ri@s&e
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WESTERN EUROPE

Dollzr Crisis The growing worldwide dollar shortage,
especially critical in the UK and o

increasing concern to the countries of Western Europe,
continues to be the primary problem facing the mon-Soviet
world in its efforts to regain economic stability, With prewar
production levels largely exceeded, the UX financial crisis
has underscored the difficulty of the remaining balance-of-
payments and frade expansion problems facing the ECA
nations. How the difficulties for other ECA nations will be
resolved will depend to a large exient on what measures the -
UK takes within the next few months to solve the eritical

 British dollar shortage. Pending the outcome of current
talks with Commonwealth and US officials, the UK will pro-
bably mark time, tzking no sieps other than the temporary
measures aﬁvmaﬁei by Chancellor Cripps last week. The
immediate problems of the UK have been further aggravated
by the dock strilkke, which does not appear appreciably nearer
a settlement despim the declaration of a state of emergency
and the assumption by the government of special dictatorial
powers to deal with the crisis. (Continued refusal by the rank
and file of labor to realize the disastrous effects of their
attitude will materially reduce the Labor Government’s
chances of success in the next general elections.) Meanwhile,
the relazation in cold war tension indicates that the Kremlin
is also closely watching for the outcome of the present
economic dislocations in the western werld., Because Marxist
dogma flatly guarantees the eveniual collapse of the capitalistic
world as the competing nations struggle for their economic
existence, the Kremitn may delay any further aggressive
moves in %he East-West conflict in the hope that the present
difficulties may d@velop into the lomg-awaited colinpse of
capitalism.
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GERMANY
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Eiecmml Maneuvers The major political parties of west
‘Germany, by granting sizeable rep-

- resentation to refugees, will probably increase their party
following (see pagell) and block to some extent the develop-
ment of a large, potentially dangerous social group. The
refugees, discontented over delays in the passage of legis-
lation granting them finamefal relief and the disproportionately
high unemployment rate in their ranks, have had no legal outiet
because occupation authorities have:. m refused to license
expellee political parties on either Land or zonal levels; and
(2) prevented the major parties in Bavaria and Lower Saxony
from establishing special refugee electoral districts. The
Christiun Democrats and Socialists, however, axe offering
substantial representation o reﬁugee cmdidates on their
party lists in some of the Laender, in an attempt to prevent
the eight million expelices from suppor&ing the parﬁ@s of
the extreme right or left.

D

FRANCE

Comnmunist Strength Communist potential for damaging
the French economy has increased

materially within recent months as a result of tightened

Communist control within the General Confederation of
Labor (CGT) and the extension of CGT influence in the field

of labor -management consultation. Although popular support

for Communism has declined in France and membership in

the CGT has fallen from 3 to 2¢ million, Communist ixﬁmeme

over the CGT has been strengthened by replacement of un-

dependable CGT officers with militant and dxseiphned Pmty
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FRANCE

members. Moreover, the Communists through the CGT
have gained control of 80% of the consuitative industrial
plant committees required by French law to represent labor
and management in major industries. For example, the CGT
controls these committees in nine of the ten nationalized air-
craft factories and exercises approximately the same pro-
portionate influence in the metallurgical and coal industries.
These commitiees advise management on problems of pro-
duction, prices, and social welfare, and the CGT has been
attempting to extend committee jurisdiction to wages. Thus,
by strengthening its control within the CGT and within the
industrial committees, the Communists have enhanced their
capabilities for industrial espionage, sabotage, and plant
seizure a8 well as for a major sirike campaign reportediy
decided upon for early fall. ‘ .

FRENCH NORTH AFRICA

French Sirength French military strength in North Africa,

particularly Morotco, 1s now believed
adequate for the maintenance of intermal security and the
suppression of any foreseeable native uprising. French
military forces, which had been seriously depleted by june
following the transfer of troops to Indochina, have been re-
inforced by such measures as: (1) the recall of reserves
and personnel on leave from Indochima; (2) intensified local
recruiting; and (8) an increase in the alloctment of conscripts
to North Africa.
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TRIESTE

Italian Reaction The forcefulness of the Italian Goverament's
response to Tito’s recent incorporation of

- the Yugoslav zone of Trieste into the Yugoslav economy makss
an early solution of the Trieste probiem extremely unlikely,
In reacting to this move by Tito, the Italian Government has
strongly reiterated Italian claims to all of the Free Territory
of Trieste, has lodged official protesis with the US, UK, and
France (whmb in March 1948 jointly proposed the return of
the Territory to Italy), and has suspended trade negotiations
with Yugeslavia. The vigor of the Italian reaction to the Yugo-
slav move may in part be an atiempt o compensate for the
embarrassment Italy Is undergeoing ol this moment on the cvep -
all colonial issue. Regardless of thiz molivating facior, howevar,
it will be politically impossible for the Italian Government {u
retreat on the Trieste issue in the near future, ‘
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EASTERN EUROPE

YOGOBLAVIA

Satellite Trade Despite Yugoslavia’s widely publicized

economic and political break with Com-
inform nations, Yugosiavia and Hungary sre sitempiing to
maintain indirect trade relations through westera inter-
mediaries. A Yugoslav delegation in Vienns is attempting
to have deliveries under the ‘‘suspended” Hungarian trade
agreement resumed. Similar steps embracing Yugosiav
trade with Czechoslovakia through Dutch facilities may soon
be forthcoming. Meanwhile, limited commercizl relations
are reported to be continuing between Yugoslavia and 41-
bariza. In attempting to maintain trade relations, both Yugo-
slaviz and the Satellifes are motivated by economic self-
inferest and the Kremlin has undoubtedly given its tacit
approval to these operations. '

GREECE e

Yugosiav Relations Tito’s 10 July announcement that

the Yugoslav-Greek {rontier will
be closed apparently represents the long-awaited Yugoslav
abandonment of the Greek guerrilia cause. Until recently,
despife the reorientation of the Greek guerrillas toward
an increasingly anti-Tito Cominform, Yugosiavia has con-
tinued certain forms of aid to them in the probable hope of

- retalning some sympathy smong the guerrillas and 2 strong

bargaining weapon for use in dealing with the West. The
UBSR s recent desertion of Tito on the Ausirian treaty
issue and Yugosiavia’s increasing economic isolation from
the Satellites, however, have emphasized Tito's need for
wesiern support, while the 6 July guerrilla accusation that
the Greeck Army was using Yugoslay territory provided a
suitable pretext for a Yugoslav declaration of peutraliiy.
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GREECE

Even if Tito’s statement represents a complete break with
the guerrillas, it will probably have little immediate effect
on Greece. While cessation of Yugoslav aid may have some
psychological repercussions among the guerrillas, their
present military eapabilities are unlikely to be affected
materiaily. The guerrillas have been receiving almost all
their support from Albania and Bulgaria, and the current
Greek offensive in the Kaimakichalan area has already
reduced the usefulness of the one remaining guerrilla base
dependent on Yugoslav support. Furthermore, the 11,000
Greek children now held in Yugoslavia assure Tito of con-~
fdnued bargaining power vis-a-vis the Greek Government.

amm G

FINLAND -

Trade Policy The 29 Jure muitilateral trade pacts con-

o ‘ cluded by Finland with the USSR, Poland,
and Czechoslovakia represent an important step toward
linking the Finnish economy more closely with those of the
USSR and the other Satellites. Furthermore, these pacts
may presage further Soviet efforts to multilateralize trade
in Eastern Europe. Facedwith a deterioration in their com-
petitive position in the world market as 2 resuit of inflation~
ary production costs and 2 decline in world prices for
timber products, the Finns have felt it necegsary to devaive
{he finmmark as well as to sign these pacts in an attempt to
bolster Finland’s export trade. Finland will now be able
both to settle its trade deficits with Poland and Csechoslo-
wakia and to continue imports of essential coal and steel
goods from these countries without resorting {o foreign
exchange payments, Furthermore, the pacts alford an oppor-
tunity for expanding exports to the Scoviet Union of goods not
marketable elsewhere. These Fianish moves, however, bhave
not removed the threat of inflationary pressure which will
have a severe impact upon the countyry’s economy.
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NEAR EAST-AFRICA

PALESTINE

Peace Deadiock Israeli-Arab efforts to reach a setiiement
in Palestine appeared no nearer solution

this week despite some progress in Israeli-Syrian armistice

talks and efforts to resume the Lausanne peace negotiations.

‘The Israeli proposal that Egypt relinguish the Gaza strip, in

exchange for Israeli assumption of responsibility for the
230,000 Arab refugees presently crowded in that tract, is
uzﬂikely to be put mm efffect. Egypt is openly hostile m the
idea of giving up more territory to Israel, while Israel’s
enthusiasm for the plan has vndoubtediy baen dampened by

the fact that t&w US has conditioned its approval of the pro-
posal on Israel’s granting territorial compensation to Egypt.
Meanwhile, the recently announced Israeli program {0 re-
unite bmken Amb families does not reflect any real relaxa-
tion in Israel’s opposition to the return of Arab refugees, The
Israell scheme calls for an elaborate screening system before
any Arab refugee can join his relaiives in Israel, and it is
unlikely that many will be able to surmount the admmistm&tﬁw
hurdies set up.

INDIA

Rashmir Dispute  The Kashmir situation remains virtuaily

- unchanged, though still potentially ex-
plosive, as the Uniled Nations Commission for Indin and
Pakistan remains undecided regarding the advisability of
appealing directly to India and Pakistan for the appointment
of a truce arbitrator. As long as the stalemate in negotiations
continues, a danger exists that fighting will be vesumed i
Kashmir mﬂh open warfare between ndia and Pakisian almost

ceriain to follow, Meanwhile, Indian propaganda is emphasizing
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INDIA

an

ﬁ;he possibility of overt hostile action by Pakistan. Ap-
parently unjustified by factual evidence, this new propa-
gande offensive may indicate that India rather than
Pakistan is preparing for aggressive action.

- PAKISTAN

Afghanistan Relations  Tension between Afghanistan and

Pakistan has eased somewhat
following Afghanistan’s acceptance of the Pakistan pro- E
posal for a joint investigation of the recent Muglulgai bomb-
ing incident and the beginning of Ramadan (the Moha mmedan
month of fasting). Nevertheless, Afghanistan’s press cam-
paign against Pakistan couﬁ:inues unabated, and the possi-
bility of armed conflict developing from further incidents
between the two countries cannot be ruled out.
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FAR EAST

Pacific Union The joini appeal by Chiang Kai-shek and

'  Philippine President Quirino for the forma-
tion of a Pacific Union Pact to contain Communism is wnlikely
to prove effective in the neayr future. With several Southeast
‘Asian nations engrossed with internal troubles and others ap-
parently not yet prepared to participate actively in such a

‘pact, the proposed union would be off to 2 slow start. At best,

it would probably develop into & pressure group expending is
efforts on obtaining US aid, rather than on positive achieve -~
ments based on the p@ten&*m strength of the Pacific aren iiself.

- CHINA

Communist Policy With no major changes in the military

stuation dGuring the past week, the
fidelity of the Chinese Communists o the Kremlin was re-
affirmead by Communist leader Mao Tse-tung, and Nationalist
leadars continued their bickering for control over a sieadily
disintegyating non-Communist China. In an article apparently
addressed to an audience of non-indoctrinated Chinese Com-
murist Party members, as well as the general public, Mao
Tse-tung emphasized 3:51@ firm determination of CThinese
Communist leaders to strengthen the siate organs of coescion
and punishment ard to avold any compromisihg commitments
to western nations. In admitiing that 50,0060, 000 Chinese
would be living under a rigid police state, Mac stressed the
allegiance of the Chinese Communist Party to the dogmas of
Marz, Engels, Lenin, and Stalin. Mao also pointed out that
wljecﬁvizatiom of i«he Chinese peasaniry would he a painful
process but would have to be carried out in order to implement
the Chinese Communist program. Although Mao admitted that
China depends on foreign couniries economically, he denied
emphatically that assistance from the US and the UK would be
necessary to the Party’s success in China.,

- 10 -
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CHINA

Chiang’s Return muwg Kai-shek’s recent conferemce with
Philippine President Quirino regarding 2
proposed Pa@im: Union marked a further step toward his

- resumption of apen jeadership in Chinese Nationalist affairs.

Although Chiang’s trip was te@hmmuy unofficial and without
Acting President L1 Tsung-jen's permission or advance MGWw
ledge, 1t constitnied & new and significant mtm in China’s
search for further aid. The outcome of Chiang’s current
negotiations Wﬁm Li i Canton is still in doubt, but i is almost
certain that T4's nationnl influence has mmw terminated.
Chiang will probably preside over the initial meetings of the
Euomintang Emergency Policy Cnmmm@@ and whether or not
14 decides to remain 25 a *‘figurehead’’ pwsideat will have
little effect on the future course of Nationalist resistance
afforts. Chiang and his right-wing cligue will effectively
dictate Naﬁ,ianamst policy, at least in ﬁmampmﬁ China and

- Taiwan,

INDOCHINA

Reaction to Bao Dai  The continued fatlure of Emperor Bao

Dai to obiain popular support for his
new regime in ndochina augurs i1l for French hopes of
ackieving a satisfactory solution to the Vietnamese pmh?;@m
by means of the March Auwriol-Bac Dal agreement. Bao Dut’s
Cabinet has been recelved without exthusiasra in South -Vietnam
and with disappointment in North Vietnam, Despite the fear
of some French officials that the Cabinet contains too many
anti-French ‘‘witranstionalists,”’ most Vietnamese feel that
the majority of the newly appointed Cabinet officers do not
possess sufficient prestige and ability to atiract non-Com-
munist natiopalist followers from Ho Chi Minh,

- 31 -
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KOREA

Border Clashes A rise in major border incidents in Korea i
is increasingly likely as a2 result of the

* reported movement of North Korean army units into positions

closer to the 38th parallel. As a result of these movemem,s

which represent a further consolidation of the army’s adminﬂsu

trative and tactical cortrol of the border area, army troops

will probably soon join border constabulary forces in skirmishes
with South Korean troops. R is unlikely, however, that these
clashes will devalop into full-scale warfare in the near future.

- 19 -
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THE WEST CERMAN ELECTIONS

The most probable result of the 14 August elections in
the western zones of Germany will be the establishrneent of 2
coalition government comprising the Social Democratic Party
(SPD), the Christian Democratic Union (CDU),* and very possi-
bly, the Free Democratic Party (FDP). These parties will be
favored in the elections by their superior organization and

newspaper support, better -known candidates, considerable past

experience in governing, and the provisions oﬁ the federal elec-
toral law. Conseguenily the CDU and SPD together are likely

to obtain at least 60% of the popular vote; thelr representa -

tion in the Diet will probably be higher, however, since 60%

of the Diet seats are aliotted to candidates elec&ed in individual
constituencies by simple majority vote. In most instances,

such candidates will be those of the Iarger parties.

The rightist and nationalist minority parties, moreover,
will be handicapped by the electoral law requiring them fo
receive 5% of the vote in any Land, or a majority in one con-
stitueney, in order to cbtain seats m the Diet, The minority

- parties will, however, profit from the present rightist trend

and the considemm@ antagonism toward the large parties,
which are associated with the occupation and postwar difficul-

. ties. The Communists are expected to retain approximately

their former strength of 5-8% of the votes cast,

The chief obstacles to the formation of a CDU-SPD
coalition will be the fundamental differences between the two
parties on economic and secial programs and the reluctance

# 7The CDU in Bavaria is calied the Christian Soeial Union ({CSU).
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of the SPD to assume governmental responsibility without a
clear majority in the government. Confronted with the
question of entering a coalition, the SPD decision will prob-
ably depend on its ability to get sufficlent cabinet posts to
allow at least partial realization of its program as well as

its willingness to subordinate partisan political considera-
tions to the creation of 2 stable German government, Even
greater obstacles would have to be overcome in the formation
and operation of a government without SPD participation. The
CDU would be forced to obtain the support of the Free Demo-
eratic Party, the Center Party, and certain small rightist
groups in order to establish a muiti-party coalition.

The formation of a two-party CDU-SPD coalition

‘would be more favorable to US interests than a2 multi-party

coalition. The two parties would control 2 safe majority in
the Federal Diet, thus assuring & more effective and stable
government. Such a government would also be more progres-
sive and would firmly oppose the Communists. ¥ the SPD
should refuse to participate in such a government, the al-
ternative coalition would encounter stronger public and
parliamentary opposition and would be more willing to seek
Soviet support for maneuvers aimed at establishing a2 unified
Germany.

-14 -
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ITALIAN COLONIES QUESTION

Further posiponement of the disposition of Emly’ﬁ
former colony of Libya may well be the only action op this
issue which the various nations can agree upon during the
September session of the UN General Assembly. The
establishment of a united and independent Libya, though
probably not in itself disagreeable to the UE, would be
strongly oppoesed by France and probably by pro-italian
members of the UN, and no olber comproniise seems likely
to attract the necessary two-thirds majgmﬁ:y suppoxrt,

Although the Libyan unification movement has temny.
porarily lost momentuny, it is unlikely that the local pop-
uviation, encouraged by the recent UK grant of seif-rule to
Cyrema ica and projected Tripolitanian concessions, would
be satisfied with much less than independence, Th@ Ttallan
Government, aware of the obstacles to Halian trustesship

and also of the possibility of an uprising against Italiap

residents in Tripolitanis should Enly be awarded trustee-

- ship, is reportediy seeking a face-saving formula which

would allow it to relinguish claim to Tripoiitania. The
Ialians might eventually, though relnctantly, accept in-
dependence for a united Libya i provision were made for
the protection of Halian interests in the new siate.

France, rather than Ikaly, will probably be the
major obstacle to establisking an independent Libya. B

- Libya, the most politically backward and economically

undeveloped area of North Africa, were to achieve in-
dependence before the more advanced French territories

of adjacent Tunisia and Morocco, the already delicate posi-
tion of the French in Morth Africa would be seriously aggrav-
ated. Consequently, the French have consisiently opposed
independence or even limited »rm;ﬁ,msmp for all or part of

- 15 -
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Libya. Moreover, French hopes of eventually annexing the
Fezzan would be completely dashed by Libyan independence.
Although the British are still reluctant to acquire the eco-
nomic burden of Tripolitania in addition to that of Cyrenaica,
thhey have probably abandoned hope for General Assembly
approval of any proposal except independence., The UK will
not encourage independence because of strong French ohjec-
tions, however, znd in any case there would ve difficuity in
procuring the necessary two-thirds support &t the nexi UN
session. The British may therefore taciily support further
postponement by taking no action during General Assembly
consideration of the Libyan issue this fall, thus hoping to
maintain the status quo 'nmm_indiependence can be granted
without rzising complex and partisan opposition

- 16 -
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